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Senator Brownback and other members of the committee, thank you for inviting me to
testify on S. 1755, the Mobile Tedlecommunications Sourcing Act. | am Ray Scheppach,
executive director of the Nationd Governors Association, and | am testifying today on behdf
of the association.

Firg let me thank you, Senator Brownback and Senator Dorgan, for your leadership
and sponsorship of the Mobile Tdecommunications Sourcing Act. The Nationd Governors
Association is very excited about this legidation, particularly about the process that led to its
cregtion and introduction &t the end of last year. The wireless industry approached NGA and
other state and loca organizations dightly more than two years ago to bring an issue to our
attention.

The issue was date and locd taxation of wireless phone services. The wirdessindustry
had originaly approached Congress to solve their problems, but since the issue was by its very
nature a state and loca issue, you asked them to come to us firg to see if we coud work out a
mutualy acceptable solution. And that’ s exactly what we have done during the past two years.
The solution that we reached is reflected in the legidation that we are discussing today.

WEe're hopeful that this approach can serve as a modd for amilar issues in the future.
By working collaboratively, government and industry can develop solutions that end up working
better for everybody than solutions that are developed unilaterdly. This gpplies not just to
collaboration between one level of government—such as state government—and industry, but
aso to collaboration between the different levels of federd, sate, and local government. Part of

what makes this legidation S0 exciting from our perspective is this unique cooperative gpproach



between dl afected parties.

You are going to hear about a lot of the details of this legidaion from the other
witnesses today, so | would like to address the legidation from a dightly broader perspective.
Many state and local telecommunications taxes and tax systems were created before the advent
of wirdess phones. The result of thisis that we have tax sysems in place that redly are not
gopropriate for mobile teecommunications and consequently cregte a lot of adminigtrative
headaches and even financid liability for the companiesin thisindustry. Fundamentdly, we have
a 20th century tax system that gppliesto a 21t century industry.

Let me just give you a few examples of what | mean. Some date and locd tax
jurisdictions require phone companies to tax telecommunications services where they occur.
Thisis easy to do when | pick up alandline phone in my office or my home and make acdl. It
becomes a little more complicated when | pick up my cell phone and meke acdl.

Should the service be taxed by the jurisdiction where | am physicaly located at the time
| am making the cal? How does the phone company figure out where | am? What if | am
driving between my home in Virginia and my office in the Didrict of Columbia? Whét if the
cdlular tower that is tranamitting the cdl happens to be located in a different tax jurisdiction than
the one in which | am physcdly sanding?

As you can clearly see, the issue becomes very complicated very quickly. And this list
of questions gpplies only to one scenario of how a State or locd tax jurisdiction requires the tax
to be applied. The lis may grow exponentidly when you consder that different jurisdictions

have different rules for determining how cdls should be taxed. Some places tax



telecommunications services based on where the cal physicaly takes place, other places apply
taxes based on a customer’ s billing address, and others till determine taxes using the originating
cdl gte, tower, or switch. It is Smply unreasonable and incredibly burdensome to expect the
phone companies to be able to figure out dl these variables and then collect and remit taxes on
behdf of dl the appropriate jurisdictions.

These issues done are sufficient to require a solution, but the problems go further than
jugt figuring out the location of a cdl for tax purposes. The maketplace for cdlular
telecommunications services is evolving in ways that the exiging tax sysem is not desgned for
and cannot accommodate. Just as the task of figuring out exactly where a cdl takes place for
tax purposes has become increasingly complex in the wirdess era, so has the task of figuring out
exactly how much a cdl cods. Wirdess sarvices are often sold in buckets or bundles of
minutes, 0 it is very difficult for the phone companies to assgn a specific cost to each phone
cdl or each minute of service for that matter. When you add this complicating wrinkle to the
dreedy difficult chore of figuring out which combination of state and locd jurisdictions have the
authority to tax a call, it becomes readily gpparent why it is so important to overhaul the sate
and locdl tax system for wirel ess telecommunications services.

| touched on this point earlier, but | would like to emphasize again how remarkable and
ggnificant it is that different levels of government have worked so successfully with industry to
reech a mutudly acceptable solution. Rather than seeking to avoid existing tax collection
responghilities, industry gpproached state and locad governments to help them develop a

uniform and sensble gpproach to fulfilling these responghilities on behaf of sate and locd



governments.  The Mobile Tedecommunications Sourcing Act does not seek to expand or
reduce any company’s tax collection responghilities, nor does it seek to determine or change
whether a gtate or locd jurisdiction does or does not tax wireless services or a what rate they
choose to do so.

The act creates a uniform method for determining where wireless services are deemed
to occur for purposes of taxation. In those states where wireless services are taxed today, they
will continue to be taxed under this bill. For those tates that have chosen not to tax wirdess
services, they will continue not to be taxed. Furthermore, state and local governments will retain
the authority that they have today to make future changes as their governors and legidatures
decide regarding the taxahility of these services and what rates gpply to them.

The bottom line is that the Mobile Telecommunications Sourcing Act does what it needs
to do in the way that it needs to be done. It establishes uniformity across state and locdl
jurigdictions in the way that they determine which jurisdictions have the authority to tax a
particular cal. This provides the smplicity and consstency that industry needs. But the Mobile
Tdecommunications Sourcing Act dso preserves the ability of state and locd governments to
make fundamenta decisions @out how to raise the revenues they need to provide essentid
public services ranging from educating children to building roads to providing police and fire
safety. We gppreciate the hard work of industry to address these issues in afair and mutudly
beneficid manner and think that these efforts and the interests of industry, Sate and locd
governments, and consumers are well reflected in the Mobile Tdecommunications Sourcing

Act.



Thank you again for inviting me to testify today on behdf of the National Governors
Association. We look forward to continue working with you, your colleaguesin the House, and
the other groups represented here today to achieve passage of this important legidation. |

would welcome any questions you might have.



